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Abstract
This article would try to explicate several theoretical and practical concepts on the problems and prospects
of Islamic monetary policy in Indonesia using a critical analysis approach, in accordance with standard
scientific references, and would be complemented with descriptions and examples of practice. From these
illustrations and analyses, it appeared that on one hand, Islamic monetary policy would find many difficul-
ties if implemented fully, considering that there were several fundamental obstacles that would have to be
surmounted by such an implementation, primarily the fact that Indonesian Constitution (UUD 1945) was not
based on Islamic law or syariah. On the other hand, despite problems and challenges, the existing condition
was still open for the possibility for partial implementation of Islamic monetary policy. It was because there
were several conditions which were amenable for an implementation, for instance the facts that majority of
Indonesian population was Muslim, the increasing acceptance of the public for the advantages of Islamic
monetary and financial system, and increasing support by stakeholders of the banking system, especially
the Indonesian central bank (BI). Moreover, there were facts about financial institutions and existing
syariah banking institutions.
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Indonesia is the farthest country of the origin of Islamwhich has a very large proportion of Muslim, whichis estimated at 90 percent of its 230 million popula-tion. Considering this fact from economic and espe-cially monetary perspective, the government of In-donesia through its central bank, that is Bank Indone-sia (BI), has deemed it important and strategic toimplement monetary policy or management whichaccords with Islamic law (Syariah). This is evident,among others, from the issuance of Law No. 10 of theyear 1998 and Law No. 23 of the year 1999, whichwas amended by Law of Indonesian Republic No. 3 ofthe year 2004 concerning Bank Indonesia and LawNo. 21 of the year 2008 concerning syariah banking.
However, some people have considered that theissuance of these laws have not presented a convinc-ing case for full implementation of Islamic monetarypolicies because these laws have only dealt with fi-nancial activities, especially the ones related to bank-ing that applies the syariah principle of profit shar-ing, hence it is considered partial. Therefore, the de-bate on the feasibility of applying Islamic manage-ment or Islamic monetary policies IN Indonesia oftenflares up from time to time in many circles, but so farsuch debates have not resulted in a convincing casefor such application.The question that is always on the lips of thosediscussing and debating this topic so far is whether
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and how far the three laws above can serve as a strongfoundation for applying Islamic monetary policies inIndonesia, both comprehensively or partially.This article endeavors to answer those ques-tions by discussing them in practical and scientificterms, based on the concepts and ideas of several ex-perts, which will then be related to the real cases inIndonesian economy which show the underlying limi-tations that will have to be considered in the event offull application of Islamic monetary policies.The analysis of this article will use the qualita-tive descriptive approach or method which is basedon limited review of literature, assisted with schemesand statistical tables, especially for the discussion offramework, mechanism, limitation and prospect ofan Islamic monetary policy in Indonesian economy.
THEORETICAL FRAMEWORK FOR THE
MECHANISME OF ISLAMIC MONETARY POLICYIn the early days of Islam, the time when theProphet lived, economic activity was dominated bytrading, hence it was not based on natural resourcessuch as oil or other resources which is common inthe present day. However the economic of Arabic so-ciety in those times was far from backward. At thattime, foreign exchange had already been used byRoman and Persian traders, where dinar and dirhamserved as common currency under a system of freeforeign reserves. Non-cash transaction or credit wasalso common, both with or without credit instrumentssimilar to the ones common nowadays, such as chequeor promissory notes and instrument factory or fac-toring. The instruments issued by the existing finan-cial institutions at that time were all, of course, freeof interest.The primary characteristics of monetary policyin the days of the Prophet is that such policies wereaimed at creating stability of currency and drivingthe growth of real sectors of the economy. The stablecurrency value was a result of the application of mon-etary stabilization policy which was comprised of sev-eral elements through certain transmission mecha-
nisms in accordance with the roles of monetary andfinancial system of the time.One of the policies aimed at preventing over-supply of money was the insistence that intrinsicvalue of the currencies, that is dirham and dinar,should be the same with their nominal values. De-mand of real money was forbidden, especially whenit was meant for accumulation, and the same appliedfor goods. Therefore, demands of money and goodswere only allowed for transaction and reserve.Another practice which was not allowed dur-ing those tomes was gaining irrational amount profitby the sellers from the ignorance of consumers con-cerning the price of the traded goods (talaqqi rukban),because it was considered a distortion of price andmarket. Another kind of transaction which was for-bidden is kali-bi-kali, that is a transaction wheremoney and goods were traded after a contract wassigned or agreed upon without any certainty aboutwhat goods were being traded, which is similar withthe futures instrument in currency or capital market,which is based on speculative motives.The economic policies in the days of theProphet which were meant to drive economic growthwere monetary policies which would directly impacton the condition of real sectors of the economy with-out the intermediation of interest or money mintingthrough the policies of government budget deficit.It is therefore evident that these monetary poli-cies were aimed at increasing the speed of moneycirculation which would impact the development ofinfrastructure or investment in real sectors. In orderto raise funding from the public as a source of financ-ing the investments, a policy was made to create busi-ness cooperation in the form of syirkah or mudharobah,or it was recommended to provide well-intentionedloan (qardh) or collecting charity. Such a business ar-rangement was recommended because it would pro-vide gain and utility for both the capital owner andmanager, so that they both gain experience, infor-mation, insight on the aspects of business manage-ment and knowledge of business risk and could there-
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fore share the profit and loss of the business fairly.As time went by, the ideas on the mechanismfor Islamic monetary policies also were further devel-oped and perfected in accordance with the develop-ment of role and structure of modern syariah finan-cial institution, as presented in Figure 1 concerningthe system and structure of modern Islamic financialinstitution, which has been widely known and prac-ticed in many parts of the world.One of the modern conceptual ideas which canserve as a useful reference for understanding how farIslamic monetary policies can be applied in Indone-sia Chapra (1996) “Monetary Management in an Is-lamic Economy”.
Monetary management through the instrumentof interest, for instance, was considered by Chapra (1996)as ruinous for the economy because it will stimulatethe emergence of speculative practices and irrationalpatterns of consumption. For instance, an increase inthe interest rate will accelerate the expansion for moneydemand for non-productive or speculative purposes.The same also applies the other way around:when the interest rate is low, high-income segment ofthe society will expand their consumption to inordi-nate levels and this will also bring negative impact onprice stability. Therefore, for cases when the interestrate is fixed, only those capable of borrowing will en-joy such loan facility and those from lower economiclevels will be left out of the market for that credit. Thiswill limit the expansion of real investment and widenthe gaps between income levels.Therefore, according to Chapra (1985), the pat-terns of supply and demand of money should be regu-lated in accordance with market mechanism but itshould carried out responsibly, through several Islamicmonetary policies.The mechanism for the policy of regulating thepattern of money demand is implemented through threeinstruments, that is: (1) creating the right conditionfor value judgment in relation to money, that is money isconsidered as a resource which is consigned by Godto human beings in accordance with the teachings ofIslam, which views that money should be used as ef-ficient as possible for fulfilling basic needs and realinvestment; (2) establishing economic institutionswhich can achieve a market which functions in a re-sponsible manner; and (3) establishment of financialinstitution based on profit and loss sharing.If the three mechanisms are in place, Chaprabelieves that demand of money will stabilize theeconomy since money demand for basic consump-tion and productive investment will tend to be morestable, due to the unavailability of money for specula-tion and conspicuous consumption.The policy for regulating money supply in Is-lamic approach does not depend on the model of dis-
Source: Saiful Azhar Rosiy (2005) in Indonesia Economic
Report 2008 of Bank Indonesia
Figure 1. Structure of Modern Syariah Financial InstitutionChapra (1996) considers that the main objec-tive of Islamic monetary policies is to achieve stabil-ity for currency value. The reason is that stability ofcurrency value, as reflected by the stability of prices,will make an impact on the achievement of economicdevelopment in a nation, such as the fulfillment ofbasic needs, distribution of income and wealth, realeconomic growth, expansion of labor market and sta-bility of trade with foreign countries. In explaininghis ideas, Chapra (1985) offers an analysis based onthree main themes, that is: explanation on the role ofmoney for investment, on supply and demand of moneyand on the instruments for Islamic monetary policies.
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count rate or open market operation, but by rigorousyet dynamic determination of monetary growth tar-get or the supply of money in the economy.The central bank plays a very important rolehere in controlling the primary element of the amountof money in circulation, that is the monetary base.There are three elements which need to be regulatedby the central bank, that is government loan fromcentral bank, credit from central bank to the bankingsector and the surplus from balance of payment.Because the first element, i.e. government loanfor covering the budget deficit, is not allowed in Is-lamic economy, therefore only the two remaining el-ements are open for regulation. The central bankshould control the flow of credit to the banking sectorthrough the policy of profit-loss sharing, instead ofthe discount rate model. This policy will then influ-ence the attitude of the banking sector in giving cred-its to productive sectors so that they can fulfill theirdebt obligations.In relation to the surplus of balance of payment,for instance, central bank can divert the surplus frombalance of payment to finance expenditures in realinvestment sectors, so as to prevent inflation in thedomestic economy and stabilize the exchange valuein international economy.Based on this fact, it seems that the mecha-nism for Islamic monetary policy offered by Chapra(1996) is based on how the instruments of monetarypolicies can affect the credit in the economy throughits impact on the changes of supply and demand ofmoney or credit by the society and by the bankingsector, which can be achieved by two primary instru-ments, i.e. (1) quantitative control on credit and (2)instruments which can realize the social objectivesfor the good of the society.Qualitative control on credit is usually meantto achieve or realize monetary targets which havebeen set before, and this can be achieved through sev-eral instruments.The examples of such instruments are: (1) theissuance of statutory reserve requirement for demand
deposit and mudharobah deposit, (2) credit ceiling, (3)facility for transferring government deposits to otherdeposit accounts, (4) common pool, that is bankingreserve for providing loan to central bank in order tomaintain its liquidity according to the profit-loss shar-ing principles, (5) equity base instruments, that is in-struments in open market operation according toprofit-loss sharing principle, (6) change in the profit-and-loss sharing ratio, which has been practiced inPakistan, for instance the variation of profit and lossfor mudharabah activity which is issued by centralbank to commercial banks or to the depositors or en-trepreneurs, and (7) moral suasion, that is moral ex-hortation from the central bank that commercialbanks should give their credit to the sectors priori-tized by the government for the improvement of thesociety as a whole.While the monetary policy instruments forachieving social objectives are: (1) treating the cre-ated money as fay, that is money seigniorage or mint-ing by the central bank, where part of the fund is setaside as tax or fay, which is used for improving thesocial-economic condition of the disadvantaged seg-ments of the society to reduce the income disparity inthe society; (2) goal-oriented allocation of credit, i.e. acredit policy which is directed to finance prioritizedsectors which can improve productivity and increaseopportunities for employment or business. This policyis recommended and supported by a scheme of creditguarantee from credible institutions.
SEVERAL PROBLEMS IN ISLAMIC MONETARY
POLICY IN INDONESIAThe brief theoretical discussion above canserve as a reference for determining how far the Lawconcerning Banking No. 10 of the year 1998, Law No.23 of the year 1999 as amended by Law of Indone-sian Republic No. 3 of the year 2004 concerning BankIndonesia, and Law No. 21 of the year 2008 concern-ing Syariah Banking, can serve as basis for determin-ing Islamic monetary policy in Indonesia. This articleis written to present the general concepts and dis-course concerning the question of whether Islamicmonetary policy can be applied in Indonesia.
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Some people believe that the existing laws areoriented towards the idea that Indonesian centralbank, that is Bank Indonesia (BI), can implement Is-lamic monetary policy. This idea is supported by point-ing out that BI has issued several monetary policiesfor general banking activities which are based onprofit-loss sharing principle, for instance in such mon-etary policies as: (1) establishment of Giro Wajib Mini-
mum (GWM), (2) clearing policy, and (3) transactionsin interbank money market.GWM is the reserve fund stipulation in syariahbanking which is established by BI. It is a mandatoryreserve for third party funds, in the form of giro wadi’ahand tabungan mudharabah (mudharabah savings ac-count), deposito investasi mudharabah (mudharabahdeposit account), and other obligations. This is meantas an application of prudence principle by syariahbanks and also as an instrument for BI to limit syariahbanks’ opportunity in giving credit.The instruments for regulating money marketis Sertifikat Wadiah Bank Indonesia (SWBI), which wasthen replaced by Sertifikat Bank Indonesia Syariah. Thisis a bond issued by BI (sertifikat BI) which can betraded in the money market through open marketoperation in order to regulate the amount of moneybeing circulated by the credit activities of the syariahbanks. This instrument also functions as short-termdeposit facility for syariah banks with excess liquid-ity. The same can be achieved using investasi
mudharabah antar bank syari’ah (abbreviated as
sertifikat IMA), which is issued by syariah bank toobtain profit for those with excess funds or to obtainshort term fund for syariah banks which is in need offunds. Other instruments which can be used by BI toregulate the behavior of syariah banks is clearing in-strument, which is applicable for all syariah banksand their branches with manual, semi-automatic orelectronic transactions.Part of this regulation is the rule on the amountof sanction imposed on negative balance on giro ac-count and on syariah banks with negative adequacy
ratio (bersaldo negatif). The status of clearing partici-pant can be distinguished into two kinds, that is di-rect participant where during local clearing a bankcan account for clearing bills (warkat kliring) using itsown identity, or as indirect participant, where it par-ticipates through other direct participants whichserves as its primary bank.Despite the above facts, some observer insistthat in Indonesia, the practice of Islamic monetarypolicy has not been applied in real sense of the term,even after considering the various instruments whichhave been implemented by BI so far. Data shows thatthe share of syariah banking in Indonesia is onlyabout 2 percent. This shows that Islamic monetarypolicy plays a very small role in Indonesian economy.This is only understandable since the sectors whichcan be directly influenced by Islamic monetary policythrough syariah banking is relatively small in num-ber. To this difficulty, we must add the problemswhich has served the cause for much criticism againstcontroversial nature of syariah banking in Indonesia,where this certainly will hamper the implementa-tion of Islamic monetary policy in Indonesia.However, it should be noted that some parts ofthe society still harbors much hope for the implemen-tation of Islamic monetary policy in Indonesia afterobserving its fast development as evident from sev-eral indicators of financial sector and syariah bank-ing, such as the high level of growth for the numbersyariah banks, the amount of fund raised from thepublic, the amount of assets and the amount of creditgiven and the level of non-performing loan (NPL),which has been shown to be quite low.The question is whether this high expectationcan be achieved in a short term, under the conditionwhere other financial institutions tends to be aggres-sive and even opportunistic in their marketing ef-forts, at precisely this moment when the public be-comes increasingly aware of the nature of syariahbanking. Therefore, it is difficult to make accurateprediction.
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The second problem which may acquire in-creasing importance in the future and become quitea challenge for syariah banking sector in Indonesia,especially for BI as central bank, is that many peoplefrom upper-middle level of society begin to questionthe practice of syariah banks, because most of themfeel that they are educated or sophisticated enoughto know about Islamic law (syariah) in relation to eco-nomic and banking activities.These highly educated segments of the societybring into question the practices of syariah bankswhich they consider to be deviating from the truesyariah principles since those practices bear too muchresemblance with conventional banking practice. Inprinciple, the profit-loss sharing in mudharabah,
musyarakah and murabahah, do not differ much fromthe system of conventional banks.It is therefore natural for these observers toconclude that the syariah banking, as practiced inIndonesia, has not been adequately based on the Is-lamic economic principles. For them, the existingsyariah banking in Indonesia is merely a diversifiedform of conventional banking system which is ulti-mately based on capitalistic, and not yet Islamic, prin-ciples. Such a conclusion is based on several ideas, asexplained below. It is said that in the existing syariahbanking as regulated by central bank, BI is finding itdifficult to distinguish between the syariah and con-ventional banking, especially in controlling theamount of circulating money, since the circulatingmoney comes from credit system, which in general islargely based on interest (ribawi).Such an opinion is certainly plausible when itis related with the syariah banking practices. For in-stance, the profit-loss sharing principle in the
mudharabah (capital financing) has not been success-ful in creating distinctive pattern of activity forsyariah bank since in fact the activities of syariah bankdoes not differ much from conventional banks. Thereason is that syariah bank carries out double role as
mudharif (fund raiser) and as shahibul mal (fund/credit provider) at the same time.
The question is the basis which should be usedfor syariah bank to change the status of the fund en-trusted by the public into lending, since lending prac-tice will mean that the entrusted fund has becomethe property of the syariah bank which can be loanedto other parties in accordance with its own discre-tion, without having to consult the original fundowner. In practice, this is considered valid because ofthe contract (akad) between the fund owner ordeposito and the syariah bank (wadiah adh-dhamanahor yadh-amanah).This is precisely the core of the problem, sincethe depositor has no choice but let syariah bank lendthe fund to other parties. In practice, depositors usu-ally do not have clear idea on the status of their fundand to whom their fund will be diverted. Syariah bankusually gives more weight to the interest of borrower(third parties) because their activities will be veryinfluential for the income for the bank, which will belater be shared. As a consequence, the depositor usu-ally only receives a bonus (at haya).The same problem also occurs for the case of
musyarakah (capital venture/joint venture), and theproblem is caused by the same practices, where theexistence of such practices by syariah bank has madeit questionable whether syariah banks are really dif-ferent from conventional ones.The product of murabahah (buying-selling) isnot immune to this problem, either. In legal terms or
de jure, such transaction is legal due to the existenceof contract, but in practice, or de facto, it is indistin-guishable from the conventional banking practiceswhich finance sales with credit or installments withfixed rate interest. In practice, a syariah bank canfinance the purchase of a vehicle by its clients in theamount, say, Rp. 100 million, which is paid in install-ments for 5 years, and the total amount paid will beRp. 200 million. This means that syariah bank hascarried out purchase transaction but at the same timeit created a credit with installments that carries aconventional fixed interest rate of 20 percent annually.In Indonesia, murabahah is the much toutedproduct of most syariah banks in general. Hence, in
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practice most syariah banks in Indonesia has extendedcredit or debt with installments, which has no dis-tinction from the practice of conventional bank.
THE PROSPECT FOR ISLAMIC MONETARY
POLICY IN INDONESIAThe problems and limitations described aboveare facts that are inevitable and have no clear andquick solution for the time being. However, that doesnot completely smother the chance for finding solu-tions which can be applied gradually to achieve fullimplementation of Islamic law or syariah principlesin monetary policies in Indonesia. For that purpose,future efforts should be planned more carefully andsystematically.The first and most urgent need at present isthat stakeholders, especially those directly involvedwith the implementation of Islamic monetary policy,that is central bank and the banking sectors in gen-eral, and the syariah banks (bank usaha syariah, BUS)or syariah division (unit usaha syariah, UUS) underconventional banks in particular, should disseminateknowledge and carry out practices which are appro-priate, clear and evident to the wide public. This isimportant so that the public can see for themselvesthe advantages and benefits from the application ofsyariah principles in banking. If this is put in prac-tice, it will alleviate several economic problems suchas banking and financial crisis due to the actions offinancial speculators, and at the same time will as-sist in realizing government plans for economic de-velopment which is conducive for the expansion ofjob opportunity (pro-job), assists in poverty eradica-tion (pro-poor) and provide more equitable distribu-tion of wealth to the disadvantaged segments of thesociety (pro-equity).It is understood that Indonesian constitution isnot based wholly on Islamic law or syariah. However,the existing laws as described above have actuallyprovided enough space for implementing economicand financial practice in accordance with the syariah,albeit in a limited fashion as currently practiced bybanking, financial and monetary institutions in ac-
cordance with the existing regulations. Therefore, ifthis condition is responded tactfully, it will graduallyachieve something worthwhile, because the limitedspace has at least opened the opportunity for some ofIslamic principles to be practiced and give their ben-efit for the wider public, especially in facilitating theirfinancial and banking activities.Meanwhile, the prospect for applying Islamicmonetary policy is largely determined by consistentand responsible implementation of Law No. 21 of theyear 2008 concerning Syariah Banking which isstrengthening the Law No. 10 of the year 1998 con-cerning Banking and Law No. 3 of the year 2004 con-cerning Bank Indonesia. Basically, the new law con-cerning syariah banking is an effort to integratedsyariah banking into financial sector in general, inrelation to banking activity and in relation to bothdomestic and international activity. In practice, seenfrom the perspective of current situation, one of theadvantage is that the law on syariah banking has beenadapted to the ideas and system of financial marketthat is applicable in global context, as presented inthe following Figure 2.
Source: Indonesia Economic Report 2008 of Bank Indonesia
Figure 2. Modern Islamic Financial MarketIn relation with banking and domestic finance,the instruments of syariah banking has developedquite fast since the issuance of law concerning syariahbanking. One of the symptoms is the issuance of
Sertifikat Bank Indonesia Syariah as replacement of
Sertifikat Wadiah Bank Indonesia in the effort to im-
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prove the effectiveness of money market amongsyariah banks. This is also evident from the establish-ment of Jakarta Islamic Index (JII) in Jakarta StockExchange and the issuance of Reksa Dana Syariah(syariah mutual fund), syariah insurance and syariahre-insurance, the issuance of syariah governmentbonds (surat berharga syariah negara) and Sukuk
korporasi (corporate syariah-based obligation). Wemust also mention here syariah education, as evidentfrom the establishment of International Center forDevelopment in Islamic Financing and the risk-basedmonitoring of syariah banks.In relation with the international banking andfinance, the government and Bank Indonesia havetried to improve financial support and syariah bank-ing by inviting foreign capital. This has motivated thegovernment to consider seriously various options forsyariah financing by foreign investors, such as financ-ing in foreign currency which can be directedthrough new syariah financial institutions (SPV). Thegovernment is expected to provide guarantee andbear the cost for underwriting. Another example isthe financing which is raised through the issuance of
sukuk in rupiah by foreign investors, where the fundwill then be loaned to syariah banks and financialinstitutions through the government. This also in-cludes the funds loaned to the government, where thegovernment becomes the borrower and then extendthe loan to syariah financial and banking institutions.In order to achieve the objectives, BI as mon-etary and banking authority has stipulated six focusfor the policy of syariah banking in a planned anddeliberate manner so that the banking and financialsystem can function in accordance with the syariah.The six are: conformance to syariah principles, com-pliance with prudential aspect, development of effi-ciency and operational competitiveness, maintenanceof system stability and benefit for national economy,improving the competence and professionalism ofhuman resource, and optimization of the social func-tion of syariah bank in facilitating social sector inimproving the economic condition of the commonpeople (rakyat).
The implementation of the new syariah bank-ing law should find its challenge during the financialand banking crisis in the United States and Europe in2008 as a result of the conventional banking and fi-nancial system that is based on interest. However, inIndonesia, it seems that syariah banking has notshown any significant impact. Several indicators ofsyariah banking and finance has indeed shown im-provement but the range is still small and thereforethe effectiveness of Islamic-based monetary policy can-not be determined yet, as shown in following Table 1.This seems to be caused by the myriad prob-lems and challenges due to the structural condition ofthe economy which is unfavorable to syariah bank-ing, and lack of trust among the general public, andlack of consistency in the implementation of monetaryand financial policies by monetary, financial andbanking authorities, and government itself.The challenge is evident in the “customer para-dox” where most people are still dependent in the ser-vices of conventional banking because of the facili-ties offered by such banking, despite of the risingawareness and efforts from certain groups in the so-ciety to maintain and develop the existence of theirgroups based on their belief on Islamic law or syariah.To this we must also add the lack of human re-source which are competent in syariah banking andfinance, which leads to the emergence of “hijacking”.It seems that the policy of “dual banking system”which has been in effect since 1992 until now hasnot enhanced in fair measure the development ofsyariah banking and financial system. This is evidentfrom the slow growth of syariah banking’s marketshare in comparison with conventional banking andfinancial system, which is still within the range of2%. The regulations from banking authority is alsotoo rigid for syariah banking. For instance, the re-quired capital for small and mid-sized banks to spinoff its syariah division (unit usaha syariah, UUS) is stilltoo restrictive.However it is clear that there is still great op-portunity for developing syariah banking and finan-cial practices in the future, since solutions to the chal-
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Table 1. Development of the Role of Syariah Banking Institutions in Indonesia
Source: Bank Indonesia, 2009
lenges above can be found by the primary stakehold-ers. In Indonesia, this opportunity is reflected in theresult of several discussion and survey carried outby several parties who believe that public acceptancetowards the existence of syariah financial and bank-ing institution is increasing. This is made possiblebecause the public begins to be increasingly awareof the concepts, practices, benefit, objectives and func-tion of syariah banking and financial institutions.One of the opinions shared widely among thepublic is that syariah economic institutions is a meansto create equitable economic welfare with high levelof job opportunity and economic growth, so that itcan create social and economic justice and more eq-uitable distribution of income and wealth and also tostabilize the currency exchange value as unit of mea-sure, standard of payment with stable values. Syariahfinancial institutions is considered as a means to mo-
bilize fund for investment from the savings of thepublic which is based on profit-loss sharing that rep-resents a more fair way of sharing. Syariah financialinstitution is also expected to be more effective inproviding financial services especially for the com-mon people.In Indonesian society, the critical mass is verylarge, especially from the “swinger customer” (wherethe customers of syariah banking can be categorizedinto loyalist, swinger and conventional loyalist).Therefore, in order to attract this kind of customers,syariah institutions need to have a more appropriateapproach and patterns of communication so thatthese categories of consumer can become “buyingcustomer” which has great potential for the develop-ment of syariah banking and financial sector.In such a condition, it is inevitable that primarystakeholders would have to be actively involved, es-pecially BI, the banking sector, and non-bank finan-
Bank Types 2006 2007 2008 
1st Quarter - 
2009* 
General Syariah Bank  3 3 5 5 
Syariah Division (UUS) 20 26 27 26 
BPRS 105 114 131 132 
Number of branches 636 711 953 999 
- BUS and UUS 531 597 822 867 
- BPRS 105 114 131 132 
Office Channel 456 1,195 1,47 1,492 
Asset (in trillion rupiah) 27.63 37.75 51.25 53.85 
- BUS and UUS 26.72 36.54 49.56 52.15 
- BPRS 0.53 0.71 1.69 1.7 
Share relative to banking (incl. BPRS) 1.61% 4.87% 2.28% 2.28%** 
DPK (in trillion rupiah) 21.2 28.72 37.83 39.65 
- BUS and UUS 20.67 28.01 36.85 38.65 
- BPRS 0.53 0.71 0.98 0.99 
Financing (in trillion rupiah) 21.09 28.82 39.45 40.12 
- BUS and UUS 20.45 27.94 38.19 38.84 
- BPRS 0.64 0.88 1.26 1.28 
Profit (in trillion rupiah) 0.38 0.57 0.43 0.17 
ROA (annual) 1.64% 2.18% 1.01% 0.97% 
Financing to Deposit Ratio (FDR) 99.48% 100.35% 103.64% 100.50% 
NPF Gross 5.25% 6.33% 3.95% 4.61% 
NPF Net    3.78% 4.14% 2.18% 2.67% 
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cial institutions which are based on syariah. The kindof involvement that is required here is, for instance,the giving of incentives and more intensive and fo-cused and flexible policies from the banking authori-ties. This has been presented by Bank Indonesia inthe blue print for the banking development. Supportfrom Bapepam is also required in relation with thestrategy for the development of syariah capital mar-ket as one of the complementary instrument of syariahbanking, in accordance with the master plan for theIndonesia capital market 2005-2010. The role of non-bank syariah financial institutions should be empow-ered and developed, especially for socialization pur-poses, and if possible, these institutions should be in-volved as partners in syariah banking and financialproducts.In the end, it is realized that the conceptualand pragmatic ideas above can really be applied con-sistently, though it is admitted that a monetary policybased on Islamic law or syariah cannot be imple-mented fully, however at least the spirit of the prin-ciples of Islamic monetary policy can be implemented.More importantly, this spirit of syariah is beginningto be internalized in the minds and hearts of manypeople. People are increasingly aware that the con-cepts of Islamic approach of economy, especially bank-ing and finance, are very useful for maintaining theviability of many economic activities, including theirown business or trade, in a just and non-exploitativemanner.
CONCLUSIONThe brief description on the theory and prac-tice of Islamic banking and finance in Indonesia hasshown that there are many difficulties in applyingIslamic monetary policy in a consistent manner inaccordance with its true meaning. These difficultiesare among others caused by the fact that Indonesiancentral bank, that is BI, as the monetary authority,has to play what is essentially a double role and func-tion. Bank Indonesia has to carry out its task as thecentral bank for conventional banking and also at the
same time as the central bank for syariah banking.This brings strong implications in the sense that itresults in a lack of clarity in concept and even obfus-cates the determination of final objectives, interme-diate objectives and instruments for Islamic monetarypolicy which will be established by BI.This problem is complicated by the fact thatthe practice of syariah banking itself cannot be fullybased on the true Islamic principles, resulting in thelack of confidence or trust from many circles. This im-plies that the application of Islamic monetary policyin Indonesia will be facing many difficulties. The prob-lem is further exacerbated by the fact that the consti-tution of Indonesian Republic is not based on syariah.Despite these shortcomings, it must be real-ized that the manifold problems and challenges do noteliminate the possibility for applying Islamic prin-ciples for monetary policy in Indonesia. An Islamicmonetary policy actually has great prospect for ap-plication, though it must be admitted that it can onlydo so in limited fashion. One of the supporting condi-tions for the application of Islamic monetary policy isthe fact that majority of Indonesian people are Mus-lim, and lately it is evident that there is a growingacceptance of the society towards the concept ofsyariah economic concepts as an alternative whichpromises better economic practices.However, this potential can only be realizedwhen the stakeholders, such as banking sector andthe society, and especially the central bank (BI) andthe government have strong will, intention and realaction in carrying out the activities and policies inaccordance with the syariah principle, as describedbefore. The advantage which can be gained is that atleast it can give good result, that is the indirect imple-mentation of the value of syariah by the society inhelping to solve current economic problems, that isby improving the intermediary role of the bankingand financial sector in national economy in accor-dance with the principles of syariah economy, that isjustice, equality and disinclination to exploitation.
Problem And Perspective of Islamic Monetary Policy In Indonesia
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